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SECRET PHNOM PENH 5248 

E.O.l 1652: GDS 
TAGS: EAID EFIN CB 

SUBJECT: HYPERINFLATION AND DOMESTIC SUPPLY 

1. AS WASHINGTON AGENCIES WILL RECALL, SINCE EARLY 
DECEMBER WE HAVE BEEN ACUTELY CONCERNED WITH THE PROBLEM 
OF HYPERINFLATION IN CAMBODIA. ALSO AS REPORTED, WE 

HAVE BEEN WORKING WITH THE LONG BORET GOVERNMENT TO 
FORMULATE AND BRING INTO EXECUTION A SERIES OF POLICIES 
DESIGNED TO COMBAT INFLATION. SOME OF THESE HAVE HAD 
BENEFICIAL IMPACT. FOR EXAMPLE. THE PRICE OF RICE DECLINED 
IN DECEMBER AND AGAIN IN JANUARY. PROGRESS IS ALSO BEING 
MADE IN WORKING WITH THE GOVERNMENT IN FORMULATING A NEW 
BUDGET EXECUTION ARRANGEMENT DESIGNED TO CONTAIN THE 
INFLATIONARY IMPACT OF THE GOVERNMENT BUDGET DEFICIT. 

2. HOWEVER, IT HAS BECOME CLEAR THAT SUCH MEASURES ARE BY 
THEMSELVES INSUFFICIENT TO COMBAT THE ROOT CAUSE OF 
HYPERINFLATION. THAT CAUSE IS THE STARK FACT THAT 
PHNOM PENH IS NOW VIRTUALLY CUT OFF FROM ITS HINTERLAND. 
ALTHOUGH THE MEKONG REMAINS OPEN TO FOREIGN SUPPLY. 

THE INTENSE FIGHTING AROUND PHNOM PENH IN JANUARY 

AND FEBRUARY HAS RESULTED IN DRYING UP THE FLOW OF 
DOMESTIC COMMODITIES WHICH HERETOFORE WERE ABLE TO COME 
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INTO THE CITY ONE WAY OR THE OTHER. WHILE THE LINES OF 
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COMMUNICATION TO THIS CAPITAL CITY HAVE BEEN INTERDICTED 
FOR SOMETIME IT IS ONLY IN THE LAST TWO MONTHS THAT THE FULL 
ECONOMIC IMPACT OF THIS NEAR ECONOMIC STRANGLEHOLD IS NOW 
BEING FELT. A MAIOR FACTOR WHICH HAS MADE THE SITUATION 
MORE DIFFICUELT HAS BEEN THE LARGE FURTHER INFLUX OF REFUGEES 
INTO THE CITY OVER THE PAST SEVERAL MONTHS AND THE 
ENTIRE STATE OF AFFAIRS IS, OF COURSE, AGGRAVATED BY 
PROFITEERING INEVITABLE IN TIMES AS THESE. 

3. IN THE LAST WEEK PRICES HAVE TAKEN A QUANTUM JUMP. 

DURING WEEKEND OF APRIL 5-8, FOR EXAMPLE, THE PRICE OF 
NO. 1 DOMESTIC (BATTAMBANGK) WHITE RICE ROSE 23 PERCENT, 
TOMATOES 17 PERCENT, ONIONS 12 PERCENT, OCEAN FISH 8 
PERCENT, CAULIFLOWER 7 PERCENT. SOME OF THESE JUMPS 

ARE IN PART DUE TO KHMER NEW YEAR'S HOLIDAY, AND FOR MANY 
COMMODITIES THERE WRE NO CHANGES AND FOR SOME EVEN MODEST 
DECLINES. HOWEVER THE TREND OVER THE PAST THREE WEEKS HAS 
BEEN FOR APPRECIABLE INCREASES. FOR EXAMPLE, PAPAYAS 
ROSE 139 PERCENT, OCEAN FISH 86 PERCENT, PORK 42 PERCENT, 

CHICKEN 21 PERCENT, EGGS 20 PERCENT, BEEF 17 PERCENT. 

AGAIN, PRICES FOR MANY COMMODITIES.MAINLY LOCAL FRUITS 
AND VEGETABLES, EITHER WERE UNCHANGED OR SHOWED MODEST 
DECLINES, AND SOME OF THE INCREASES ARE ADMITTEDLY 
SEASONAL TRENDS. BUT, WE THINK THE TREND IS NOW 
VISIBLE. WE HAVE REVIEWED RETAIL PRICE TRENDS BOTH 
FOR THE PAST THREE MONTHS AND FOR THE PAST 15 MONTHS. 

FROM THIS REVIEW, IT SEEMS CLEAR THAT PHNOM PENH IS 
IN NOT ONLY FOR CONTINUING BUT INCREASING HYPERINFLATION. 

4. THE ALLEVIATION OF THIS SITUATION. IN THE NEAR TERM 
REQUIREDS MORE DOMESTIC SUPPLY FOR PHNOM PENH. THIS 
MEANS ADDITIONAL ALTERNATIVE TRANSPORT. 

TO DEAL WITH THIS PROBLEM, WE HAVE HAD DISCUSSIONS 
WITH THE PRIME MINSTER AND OTHER GKR HIGH OFFICIALS 
TO TRY AND WORK OUT ALTERNATE TRANSPORT AND SUPPLY 
ARRANGEMENTS. THESE ARE: 

A. TO INSTITUTE MAJOR RIVER CONVOY OPERATIONS 
ON THE TONLE SAP RIVER BETWEEN KOMPONG CHHNANG 
AND PHNOM PENH. 

B. TO INSTITUTE SEALIFT FROM KOMPONG SOM TO 
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PHNOM PENH VIA THE MEKONG. 

C. TO EXPAND DOMESTIC AIR CARGO CAPACITY. 

D. TO ORGANIZE MORE EXTENSIVE PROCUREMENT OPERATIONS 
BUYING AND TRANSPORTING TO PHNOMPENH DOMESTIC 
COMMODUTIES WHICH ARE CRITICALLY NEEDED. 

WE HAVE ESTABLISHED A TASK FORCE IN THE MISSION AND 
ARE TRYING TO HELP THE GKR TO ORGANIZE ITS OWN 
TASK FORCE TO DEAL WITH EACH OF THE ABOVE MEASURES. 
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IT IS STILL TOO EARLY TO SAY HOW SUCCESSFUL THESE 
EFFORTS WILL BE IN PROVIDING FOR AUGEMTNED SUPPLY 
FOR PHNOM PENH AND SLOWING PRICE RISES. SOME DEGREE 
OF SUCCESS IS, HOWEVER, NECESSARY TO KEEP THE HOME FRONT 
UNDER CONTROL: OTHERWISE THE GKR'S ABILITY TO MAINTAIN ITS 
MILITARY EFFORT WILL BE REDUCED. 

DEAN 
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